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Presenter
Presentation Notes
This lesson will help volunteers determine which expenses taxpayers can include in their itemized deductions.


About Itemized Deductions

* Additional resources listed in L&LT “References” tab
* Review all tips and cautions in the lesson
* Read all examples and sample interviews

* We will review answers to each exercise



Presenter
Presentation Notes
Review list of references 	
Discuss all tips and cautions in detail. 
Ask students to read and/or role-play examples and sample interviews. 
Review answers to each exercise; ask students how they arrived at their answers. 	


Objectives — Itemized Deductions

* Determine if a taxpayer should itemize deductions
* Determine the type of expenses that qualify as itemized deductions
* Accurately report itemized deductions on Schedule A

* Explain the recordkeeping requirements for claiming charitable
contributions

* Time Required: 45 minutes



Presenter
Presentation Notes
Review lesson objectives. 	
State the presentation time. 	


Topics

* Who Should Itemize?

* Medical and Dental Expenses
* Taxes that May be Deductible
* Interest Paid

 Gifts to Charity

* Miscellaneous Deductions




Key Terms

Definitions are always available in the L&LT online Glossary.
e Adjusted Gross Income (AGI)
* |temized Deductions

e Standard Deduction



Presenter
Presentation Notes
Adjusted Gross Income (AGI): The taxpayer’s total adjusted gross income (AGI) is the amount used to compute some limitations, such as the medical and dental deduction on Schedule A and the credit for child and dependent care expenses. 
Itemized Deductions: Itemized deductions allow taxpayers to reduce their taxable income based on specific personal expenses. If the total itemized deductions are greater than the standard deduction, it will result in a lower taxable income and lower tax. 
Standard Deduction: An amount provided by law and based on filing status, age, blindness, and dependency that taxpayers can deduct from their adjusted gross income before tax is determined. 


Who Should Itemize?

» Taxpayers should itemize if total allowable deductions are higher than
the standard deduction amount

» Taxpayers ineligible for standard deduction should itemize deductions

* Refer to Pub 4012, Deductions tab:

e Persons Not Eligible for the Standard Deduction Interview Tips for
help in determining if a taxpayer qualifies for a standard deduction

* Interview Tips — ltemized Deductions to help determine if a taxpayer
should itemize

* TaxWise will automatically select the larger of itemized versus standard
deduction
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Presentation Notes
Ask: Who would likely benefit from itemizing deductions? Answer: Taxpayers who have mortgage interest or a very large amount of unreimbursed medical/dental expenses compared to their income.
Review categories of taxpayers who are not eligible for a standard deduction.
Ask students to name typical types of itemized deductions.
Remind students that casualty and theft losses are out of scope for VITA/TCE. 	

http://www.irs.gov/app/vita/content/globalmedia/standard_deduction_versus_itemized_deduction_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/interview_tips_itemized_deductions_4012.pdf

Medical and Dental Expenses

* Unreimbursed medical and dental expenses that exceed 10% (7.5% for
taxpayers 65 or older) of taxpayer’s AGI can be deducted for:

* Taxpayer
* Spouse

e Dependents

Refer to Pub 17, Medical
and Dental Expenses
chapter for more

information
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Presenter
Presentation Notes
Walk through Pub 4012, Deductions tab, Interview Tips about medical expenses.
Discuss types of medical and dental expenses that are deductible and those that are not, such as life insurance premiums, vitamins, or reimbursed hospital expenses. 	
Ask students to read examples in Pub 17, Medical and Dental Expenses chapter, Whose Medical Expenses Can You Include? 	
TaxWise Demo: Schedule A for Medical and Dental Expenses; show students how the form walks through the computation. 	


http://www.irs.gov/pub/irs-pdf/p17.pdf

Taxes that May be Deductible

 Certain taxes may be deductible if paid by the taxpayer during the tax
year, such as:

e State and local taxes
* Real estate taxes
e Other taxes (foreign income taxes, etc.)

Refer to Pub 17, Which Taxes Can You Deduct table for more
information

Table 22-1. Which Taxes Can You Deduct?

Type of Tax You Can Deduct You Cannot Deduct

Fees and Charges Fees and charges that are expenses of your trade or | Fees and charges that are not expenses of your trade

business or of producing income. or business or of preducing income, such as fees for
driver's licenses, car inspections, parking, or
charges for water bills (see Tasos and Focs You
Canmat Deduct).

Fines and penalties.

State and local income taxes. Federal income taxes.

Fareign income taxes.

Employee contributions to state funds listed under Employee contributions to private or voluntany
Conmiputions 1o siate banefit finds. disability plans.

State and local general sales taxes if you choose to

deduct state and local income taxes
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Presentation Notes
Review the conditions under which personal property taxes are deductible. 
Discuss the taxes listed in the Pub 17 table, Which Taxes Can You Deduct?
Point out that a taxpayer who purchased a home during the tax year cannot deduct real estate taxes because taxes are paid for the prior year when the taxpayer did not own the home. (The amount should be added to basis instead.)
TaxWise Demo: Schedule A, Lines 5-9

http://www.irs.gov/pub/irs-pdf/p17.pdf

Interest Paid

 Certain types of interest are deductible, such as:
* Mortgage interest

* Points paid as a form of interest

* Investment interest (out of scope)

e Refer to the flowcharts in Pub 17, Is My Home Mortgage Interest Fully
Deductible? and Are My Points Fully
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Presentation Notes
Remind students that taxpayers may deduct interest on both a main home and a second home.
Remind students that refinance points and personal interest are not deductible. Points from refinancing must be spread over life of loan, unless used to remodel
Point out that foreign income taxes may be claimed either as an itemized deduction or as a nonrefundable credit. Refer to the Foreign Tax Credit article on IRS.gov.
Emphasize that refinance points and personal interest are not deductible. 
Review the Alfredo and Cindy Kendall case study and the Joe and Angela topic activity.
Review categories of interest that are not deductible.
TaxWise Demo: Schedule A, lines 10-15

http://www.irs.gov/pub/irs-pdf/p17.pdf

Gifts to Charity

* Taxpayers may deduct charitable contributions (donations or gifts) to

qgualified organizations

* Exempt Organizations Select Check is an online tool for searching for
organizations that are eligible to receive tax-deductible charitable

contributions

» Taxpayers are required to keep receipts and
records of all their contributions

* Refer to Pub 17, Contributions, and Pub 4012,
Deductions tab, Schedule A — Itemized
Deductions lines 16-19, for more information

T A0S 1O IOroagiy = .

Gifts to 16 Gifts by cash or c
Charity see instructions
fyoumadea 17 Other tha

glt and got a instructic

benaflt for it, 18 Cawr L
sa0 Instructions. 19 ;

Add I
Casualty and
Theft Losses 20 Caz

Job Expenses 21 Uny
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Presentation Notes
Prompt students for categories of organizations that are eligible to receive tax-deducible charitable contributions.
Ask students for examples of:
Gifts to charity that are deductible
Gifts to charity that are not deductible
Point out that noncash contributions over $500 are out of scope and taxpayers should be referred to a professional tax preparer.
TaxWise Demo: Schedule A for Gifts to Charity, lines 16-19

http://www.irs.gov/Charities-&-Non-Profits/Exempt-Organizations-Select-Check
http://www.irs.gov/pub/irs-pdf/p17.pdf
http://www.irs.gov/app/vita/content/globalmedia/teacher/schedule_a_itemized_deductions_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/teacher/schedule_a_itemized_deductions_4012.pdf

Miscellaneous Deductions

* Miscellaneous itemized deductions subject to the 2% limit are reported
on Schedule A, lines 21-27

* Deductions not subject to the 2% limit are reported on Schedule A,
line 28

* Refer to Pub 17, Miscellaneous Deductions , and Pub 4012, Deductions
tab, Schedule A — Itemized Deductions, for more information

Job E:per_lses 21 Unreimbursed employee expenses—job travel, union dues,
and Certain job education, etc. Attach Form 2106 or 2106-EZ if required.
Miscellaneous (See instructions.) »
Deductions 22 Tax preparation fees

23 Other expenses—investment, safe deposit box, etc. List type
and amount »

23
Add lines 21 through 23 24
Enter amount from Form 1040, line 38 |25
Multiply line 25 by 2% (.02) 26
Subtract line 26 from line 24. If ling 26 is more than line 24, enter -0-
Other—1from list in instructions. List type and amount »
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Presentation Notes
Explain the 2% of AGI limit for miscellaneous itemized deductions.
Prompt students for examples of miscellaneous deductions:
Subject to the 2% limit
Not subject to the 2% limit
Discuss what types of miscellaneous expenses are not deductible.
Caution that gambling losses in excess of winnings are not deductible.
TaxWise Demo: Schedule A for Miscellaneous Deductions, lines 21-27

http://www.irs.gov/pub/irs-pdf/p17.pdf
http://linklearn.webtechteam.com/_/F5B4FB9E/Link and Learn 2011/schedule_a_itemized_deductions_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/teacher/schedule_a_itemized_deductions_4012.pdf
http://www.irs.gov/app/vita/content/globalmedia/teacher/schedule_a_itemized_deductions_4012.pdf

Out of Scope for this Lesson:

e Casualty and theft losses

* [nvestment interest

* Form 1098-C, Contributions of Motor Vehicles, Boats and Airplanes
» Taxpayers affected by limits on charitable deductions

* Taxpayers who file Form 8283 to report noncash contributions of more
than $500

» Taxpayers donating property that was previously depreciated

» Taxpayers donating capital gain property



Presenter
Presentation Notes
Remind students this list may not include ALL out of scope topics.


Summary

This lesson explained:

* Deductible medical and dental expenses for the taxpayer, spouse, and
dependents are calculated and reported on Schedule A, lines 1-4

* Deductible state, local, and foreign real estate taxes are reported on
Schedule A, lines 5-9

* Deductible interest is reported on Schedule A, lines 10-15
* Qualified gifts to charity are reported on Schedule A, lines 16-19

* For some miscellaneous deductions, only the portion that exceeds 2%
of the taxpayer’s AGI can be deducted

e Other miscellaneous deductions are deductible regardless of AGI
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Presentation Notes
Review Summary topics from L&LT or 4491



Practice

* Select the problem from Publication 4491-W based on your

certification course of study

VITA/TCE Problems and Exercises 2014 RETUHNS

Vodumtesr Income Tax Assdstance (VITA) 7 Tax Counsaling for the Eberly (TCE)

* Complete the exercise
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Presentation Notes
Verify students have correctly entered the interest and dividend income. 
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